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lnformation avallable asaof 14 January 1 980
has been used in the preparathn af this report.
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This paper was prcpéréd by analysts in the Oftice
of Economic Research. Comments and querics are
welcome and should be directed to Chief,

| S Y
This paper was coordinatcd with the Office of
Political Anqusis. D

L

B ; ;

N | !

i ) !

i i !
i ;

1 s X

: i

T i

h i

H

i

o

i t

January 1980




o H

ret

|
; S
KRS !
o
il

fii

aty
Kish
Pt

lmpact of Economlc Demal

Measures on the USSR D

i
‘
! !

i i
t }

“
The |mpact of economic dcnial measures on the USSR depends critically on
whethcr (a) the United States acts alone or is joined by other major supplicrs

‘ vand (b) the measures are enforced for a year or a few months or are

: contmucd for several years. Acting alone, the United States can hurt the
'USSR apprcuably only by its grain export embargo and, to a lesser extent,

; ,by cutting off critical oilficld cxplorauon and development equipment. The
‘effect of even a one-year denial of grain on Moscow's consumer programs

'WIII be marked. A longer term curb on US grain would be even more

effective if other producing countries cooperated. These countries are

capablc of stepping up production to meet Soviet import requirements over a
period of several years. A combination of Western countrics could scverely
impair So;victjcconomic growth by rcfusing to sell steel and steel pipe, -
metallurgical equipment, and a broader range of il and gas equipment.
Except for stecl, however, the denial would have to be maintained for a

prolonged pericd to have a substantial effect. Finally, while a widespread
5 :boycott of the Moscow Olymplcs would not hurt the USSR cconomically, it
! iwould tarmsh the leadcrshlp s image badly. [
PR l
f of thc measures mtroduced or suggested in the aftermath of the Soviet
. .invasion of Afghanistan, three (grain embargo and denial of
~-superphosphoric acid and fishing rights) would impact mainly on Sovict
3 ;plans to upgrade consumer diets. Four measures (denial of oil and gas
' :equipment, metallurgical equipment, communications and automotive
icqmpmcnt and computers, and spccnalxzcd steel products)—if supported by
- other Western suppliers—would impinge on Sovict cfforts to eliminate
_ : ibottlenecks that arc holding down Soviet cconomic growth. Limits on
Y .Western credits would also rctard Sovict growth by interfering with plans to
. .modernize the Sovict cconomy across the board with the help of Western
‘equipment and technology. Finally, a proposcd boycott of the Olympics
- would bea polmcal sctback for Moscow and deny thc USSR some hard -

: ‘currcncy qj

!

i A rcv:cw of thcsc‘ mcasures suggests that a onc-ycar grain embargo would

force meat consumption in the USSR down to the level of the carly 1970s,

~ which would have an immecdiate impact on consumer perceptions. A
‘ ,contmued denial of Wcstcrn grain would severely curtail the Brezhnev

1 ; iii Secr



plants that haye been built with Western help.
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livestock program in the 1981-85 period. Losing the superphosphoric acid
. would reduce the availability of fertilizer (and thus grain) only marginally.

The impact of a denial of fishing rights would also be minimal, even if

- Canada and Japan cooperated with the United States. The Soviet Union’s
~catch in thciwatcrsibclonging to these countries has been declining, and the
USSR probably can move elsewhere to maintain its production. m -
: - T I I T R Co : i L

i i
T

Althbﬁ'gh the Unitéd Statés is the prcdominaht manufacturer of petrolcum
‘equipment, the USSR probably could satisfy most of its needs from other
Western countries if they did not cooperate with a US embargo. Inany

event, a brief embargo would have little impact. Continued denial of US
petroleum equipment technology and know-how—if at lcast partially

- supported by other countrics—would force a more rapid decline in Sovict oil

production than we now expect and greatly reduce the chances that the
decline could be slowed or stemmed in the late 1980s and beyond.

Becausc the steel industry ranks second only to energy as a Sovict problem
areca, Westcrn:denial of steel products could have a substantial impact on
domestic steel supplies for several years at least. In the long term, a denial of
Western help in building up the Soviet steel industry would severcly impede
Soviet efforts to modernize that industry and slow improvements in the
technological level of machinery output. it would delay the completion of
several projects necessary (a) to produce quality steels that the Sovict
eccnomy requires in growing amounts and (b) to eliminate Soviet
dependence on imports. In addition, a long-term denial of steel pipe would
seriously interfere with Soviet pipeline construction and cut the growth of
gas production in half—a loss equal to about 250,000 barrels of vil per day.

L1

i i .
Curbs 6h Soviet purchase of Western computers, communications.cquip-
ment, and automotive production equipment would have little economic
impact unless all important supplicrs cooperated and the curbs were
maintained for an extended period of time. The cffects would be felt toa
degree.in oil exploration, and production would be disrupted in certain new

A shorf-jtcrm interruption of officially supported Western credits to the
Soviet Union would have little economic impact. The USSR, if nccessary,
could expand commercial borrowings and scll more gold. But Moscow
probably counts on financing a large part of its machinery imports in the
1980s with official long-term credits. If Western governments and private
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banks refused to extend new credits, the Soviet Union would not be able to
buy more in the West than it could pay for from currcnt carnings—which we
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vcxpcct to fall drasucally as Soviet oil exports decline. A boycott of the
e ‘Olymplcs by major: Western nations would have almost no effect on Soviet
" hard currcncy earnings because most of the earnings from tourism and
: broadcast rights have been prepaid. But such a boycott would humiliate the
Ieadcrshl.:

and deprive the USSR of the prestige and piepaganda

i
o
'
'
v
!
i
i
i
'
‘

ties it clearly hopes to extract from a well run, noncontroversial

Fora dlscusﬁon of thc interests and vulnerabilities of the Western develped nations vis-a-vis
the USSR, sec Political and Economic Positions of COCOM and Other Developed Nations

on the Afghan Crisis, :rnnunry |980.|
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Measures on the USSR
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The US short-term cmba rgo on grain will havc a major

negatlve impact.on the Soviet livestock program and on

‘meat production. Since httle grain is avatlable from

other sources, the US dcmal is tantamount toa total

'Westcrnembargo ‘i Ced 1
; 1 5:

t

;'l he 1979 grain crop of t79 mtlllon tons has left thc
‘USSR roughly 60 million tons short of what we belicve
.is nceded to sustain the momentum of 'Brezhncv s very
.important livestock program while maintaining the
currently low level of carryover stocks. Because of port
‘capacity constraints, howevcr. tmports cannot exceed
40 million tons. (D i -
"The USSR has bought 39 million tons of grain,
‘soybeans, and soybean meai for delivery during the
‘current marketing year (July 1979-June 1980). About
-21 million tons remain to be delivered, including about
‘17 million tons (16 million tons of grain) alrcady
‘contracted for from the United States; Of the 25
million tons the US authorized the Soviets to buy last
‘fall, the USSR has contracted for 22 million tons for
‘delivery by the end of June 1980, and for 3 million tons
.for delxvery in July-Septcmbcr 1980 D

7 Desprtc the cmbargo. thc Umtcd Stat& will allow
‘shipment of the 8 million tons specified in the US-
USSR Long-Term Grain Agreement. Of this total, §
:mnhon tons have been shipped. Even though the:
_remainirg 3 million tons aré permitted under the US
‘embargo, the ILA—which ¢ontrols East Coast and
Gulf ports—has announced it will refuse to load grain
destined for the USSR. Since the West Coast long-
shoreman’s union has not yet agreed to the ILA ban, a
part (1f not all) of the 3 mt!hon tons could be shlpped
a SRR 'l 3 ".'m' ' ). ;
Except for Argentma. major grain exporttng countrics
are clearly supportmg the US embargo by agrecing not
to sell additional grain to the USSR. In any event,
large quantities of grain would not have been available
from alternative suppliers before the third quarter of .

|

0

calendar 1980 (Table 1). The EC is the only exporter
now with large uncommitted supplies. Australia and
Canada could only marginaily expand exports above
current commitments before next summer because of
logistical constraints; Argentina’s harvest is already
totally committed until spring, when 500,000 tons of
corn and about 750,000 tons of sorghum may be
availablc. ' Moscow can probably pick up roughly
200,000-300,00G tons of grain from smaller supplicrs
on the world market by purchasing previously con-
tracted grain at higher prices. Transshipment and
diversion of embargoed grain +ould, at a maximum,
yield less than | million tons. Thus about 2.5 million
tons of additional grain might be available tc the
USSR before midsummer, reducing the domestic
shortfall from 60 million tons to between 352nd 37 1/2
million tons.? 1:‘

Copurg with tltc Shortfall

Moscow has the t'ol'owmg options in adjustmg to the

shortfall:

o Draw down its small cushion of grain stocks (esti- -
mated at 10-15 million tons).}

* Reduce feed rations per head of lwmtock by cutting
rations.

~ * Reduce hvcstock inventories, especially hogs and

poultry.
¢ Increase the amount of flour milled from a ton of
grain, thus reducing the quality of bread.
¢ Increase meat |mports, although world supplics are
tight. -
' Argentina reportedly will be in a position to export substantmlly
more grain after June 1980,

! These estimates assume thame remaining 3 million tons of grain
permitted by the US Government embargo are shipped.

3 These are carryover stocks and do not include the release of grain
from strategic raserves. Some unknown quantity of grainis heldtu
supply the military forces, as well as civilian consumers, with nceded
food in time of war. Based on past behavior, we believe the Soviets
would not release these reserves in peacetime I:I

ret
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Jﬁ|y1979 June 1980 ol

Million Metriz Tons

'USSR Purclmes and lmpom of.Western Gnln. Soybeans. lnd Soybean Meal

, i l { }
. P ; :
BIG bl i . | o .
g ;' e © Orders Placed 47 Amount Shlppcd Amount Remaining ' Potential New Total Expected
Lo by " Through . ' To be Shipped | Orders Imports, July 1979-
S lJanuaryNso‘n 4 January 1980 Co I June 1980

Saurcel .| | _ I o N ,
‘l‘oull L 390 |- ‘-Ej- 18.0' 10! I © .50 250-278"?
Of which: | i A A P : . o
Uhited States 30 ¢ i 140, 3.0% | L 17,0
Canada : 26 0 Ul .5 . RS 26 -
Australia * ! 23 0 Lt 09 14 2.3
Egropean Community * 0.4 Lol 0.2 02" | e 04
Atgentina : 2.2 Coid 1.5 07'i = 1.25! 22-35"'
Other 0.5 b 03¢ 0.2' . 1.25¢ 0.5-1.75¢
' ésumated 1 The:e countries have stated they will not sign additional grain

* Assuming that 3 million tons permitted under United States
enl\barxo are shipped, despite the ban currently lmposed by the ILA.
j i R '

o T P
thl:n'theI embargo, Moscow will probably draw down
tpck« as far as possible and still be forced to reduce

livestock fecding. This alone could leadtoa 1-1.5
nhlhon-ton reduction i meat output from the 1979
lew'l 'Under similar past situations Moscow has
!radmonally responded to crop shortfalls by resorting

f td diatress slaughtering. Increascd slaughter lcads to a

ofie-time inc.case in meat production, If the Soviets
follow past patterns of behavior in the face of a major
short fall in grain avzilability, a lO-l 5 percent reduc-

. tionin hog numbers, for example, could lcad toa

1illion-ton increase in meat praduciion. The com-
bhncd cffects of decrcased feed availability and in-!
creascd slaughter rates would reduce meat output by
al least %4 million tons in 1980. Per capita meat
consumption would thus be about the level of the early
9703 In addition to the reduction in the availability of
mcat of possibly more impurtance is the psychological
blow to the Sovict population when 1t icarns: of the
cxtcnt of the cmbargo from the VOA, BBC, nnd thc
Mumch radnos.I:I . iy |
Aonger Run Outlonk 1 : i
Mcat production problems will continue into l98l ‘A
rcturn to average crops in 1980 and l98! would '
l ,I
! -
i i

i

contracts with the IJSSR.
¢ Includer estimated delivorics via tra sshipment and dive rsion of
embargoed grain.

improve the feed situation and could add upto 2
million tons to meat production in 1981, The need to
rebuild herds, however, would offset two-tairds of this
potential gain. The higher meat output possible in 1981
would still be below the 1978 level. '

Over the next few years we believe Sotint grain import
needs will range from 20 million to 30 million tons
annually, assuming average weather and a continued
lcadership commitment to expand output of livestock
products. The US-USSR Long-Term Grain A.gree-
ment, presently scheduled to end in September 1981,
allows the USSk to purchasc 8 million tons of grain

‘annually from the United States. An additional 10-15

million tons annually probably would he available from
non-US suppliers, depending on their levsl of
cooperation with the LIS embargo. If these imports arc
not enough, the resulting deficit could only be filled by
additional quantities from the United States. Hence,
even if the US exports the maximum of 8 million tons
currently permitted under the LTA. the Soviet leader-
ship might have to curtail the highly publicized
livestock program already announced for the 1 i th five-
year plan period (1981-1985). D
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Phosphate Fertilizer
o . . :
"o o p i Loby : .
According to a 20-yzar fertilizer exchange agreement
concluded in 1673, Occidental Patroleum Corporation
was o sell the USSR | million tons,'year of
superphosphoric acid, purchasing in return ammonia,
urea fertilizer, and potash. The Soviets were to use the
superphosphcric acid to produce liquid“ complex fertil-
izers with a fairly high (34 percent) phosphate nutrient
content. The liquid coriplex fertilizers were to be
produced in seven installaticns ordered from Franch.
firms in 1976. Construction of at least three of these
earend 1979, :

R R

. i
i i
o !

The USSR has experienced ic:inronicfsh!orta'gcs of

phosphatc fertilizers for many years; More than half of

Soviet available land is deficient in phosphorus, which
is needed for rapid seed formation. plant maturation,
'und resistance to cold temperatres—desirable cnar-
.acteristics in tne short Soviet growing scason. |:|

A short-term cmbargo—iciti\cr US-only or all-West-

ern—would hurt the USSR to some degree since less

Tertilizer would be available for Soviet crops, including
grain. If the shipments of US superphosphoric acid tc

the Soviet Union fail to materialize in 1980, the Soviet

fliquid complex fertilizer plants probably would be
_unable to operate or could operate at only a small

;fractioh of capacity. The maximum loss of such
fertilizer would amount to an estimated 680,000 tons

“of P,0, and 200,000 tons of nitrogen. If we assume that
“all this fertilizer would have been applied to grain, the

potential loss of grain would amount to 2-3 million
tons. Because of construction delays, however, the
‘Soviets would experience a substantial shortfall in the

| icmbargo on shipments of superphosphoric acid fromn

‘the US. The potential impact on grain output of sucha
‘shortfall wou'd therefore be somewhat less than the
2-3 million tons indicated above. D SRS
‘The soviets could offset to some degree a longer-ierm
' embargo imposed only by the US by importing from

' alternativ suppliers a less concentrated form of phos-
‘phoric acid. A multilateral long-term embargo would

' foce the Sovicts to produce the fertilizer raw materials

I

' themselves und could set back their liquid complex

. fertilizer program by 3.5 years. D :

i
'

i : v :
N [ 1

Table 2

Thousand Metric Tons

Soviet Catch and Quotas in US Waters

1976 1976 1977' 1978 1979 - 198C
CatchinUS 933 422 382 3713 218!
waters
US catch as 9.0 40 40 40 KR!
percent of total
Quotas in 650 583 540 75
US waters .
Percent of 59 64 51

quota taken

' The US 200-mile economic zone was estallizhed on t March 1977.
! Preliminary.

Fishing Restrictions in US Waters -

President Carter's decision to reduce Sovict fishing
quotas in US waters from the previcusly announced
1980 quota of 420,000 tons tc 75,000 tors will have
only a small impact on overall Soviet fishing oper-
ations. During 1979, the Sovict Union harvested an
estimated 9.0 million tons of fish, or roughly 12 percent
of the world catch of 72 million tons. Of this total only

" about three percent, or 278,000 tons, came from US

waters (sec Table 2). |:|

The 1979 Sovict catch in US waters represents a sharp
decline from Sovict operations there in the mid-1970s.
Even before the imposition of the US 200-mile
economic zone on 1 March 1977, Soviet fishing vesscls
began to reduce their operations in US waters. During
1975, the Soviet Union took over 900,000 tons of fishin
US waters—roughly 325,000 tons in the Atlantic and
600,000 tons in the Pacific. Morce than 200 Sovict
fishing vessels operated in the Atlantic alone. I:I

Since the US 200-;nile cconomic zone went into effect,
however, the Soviet Union has largely retreated from
US fishing grounds and concentrated on other fishing
arens around the wor'd. Since 1977, the Sovict fish

Sefret
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- catch in US waters has dropped to about one-third its

former level and, more importantly, to about 50-65

percent of the sllowed US annual quotas, Some of the:

rnaddns}ror.thlsidegline are: Sl

«| The USSR has expanded fishing operations off West
Africa, where the Soviet catch has jumped from 1.5
miilion tons in 1975 to over 2 million tons in 1978.
Extensive new fishing aid agreements in this arca
have given the Soviets access to new fishing grounds

as well s political /cconomic leverage in the Third
| Werld. R
o Soviet f1 flects have increased their exploitation

of home v-aters. Since 1975, the Sovict catch in home
waters has increased by over 500,000 tons.J;li

«| The high cost of operating in the Northw »si7wmintic
has: made fishing in other areas more lucrative.

o i i b
A.s a result, President Carter's decision to grant the
Sovicts a fishing quota of only 75,000 tons in 1980 will
result in a net r.duction of only about 200,000 tons
from their catch last year—an amount that probably
could be made up clsewhere. In terms of the animal
protein in the Sovict diet, this shortfall represents iess
than | percent of the present consumption of animal

protein in the average Sovict dict, :
Lo ;

/:\ combincd boycott of Soviet fishing vessels by
Canada and Japan probably would not have much of
an impact of the total Soviet fish catch. Although Lhe
Soviet fish quota ia Japancse waters lasi year was
650,000 tons, the Japanese quota in Soviet waters was
750,000 tons. Any ban on Soviet fishing vesscls by
Jlapan would undoubtedly lead Moscow to retaliate.
The Soviet fishing quota in Canadian waters was '
toughly 150,000 tons last year—about 2 percent of the
USSR's total catch. Canadian fishing vessels do not
opcrate in Sovict waters. ! I
. | o P

i
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o i
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I’etroleum Equipment and Technology =~ . .
I : CoE
A short-term US-only embargo imp sed in 1980 would
have some impact on Saviet oil production over the
hext several years. Much of the US equipment ordered
in fecent years to stabilize or increase output has been
Hcli?crcd. for example, electric submersible pumps.
The major exception is the $160 million Dresser drili

bit;plnm. Only about onc-third of (t‘ho $100 million in
i i f - ) ' '§ ‘

.

-

equipment—part of which will originate in Western
Europe—has been delivered to the USSR. A short-
term cnubargo of the undelivered equipment would set '
back the plant's start-up datc beyond i983.° - -

No other major US contracts which would affect
production in the short-term are outstanding. Denial of
other items such as additional pumps, drill bits, drill
pipe, rigs, and well logging equipment would hamper
oil operations but have little cffect on near-term
production. The impact of a short-term embargo by the
entire West might have a somewhat greater cffect on
production, although Yow much is unccrtain. None of
the gas lift equipment urdered from France for the
West Siberian oilficlds (about 85 percent of the total
package) has been delivered. The US subcontractor
has shipped most of its small share of this equipment.
The gas lift equipment is designed to reduce the decline
in oil output by as much as 200,000-300,000 b/d and
increase the share of oil eventually recovered.

]

A short-term e¢mo.rgo by the United States alonc
wotld have no‘impact on Sovict gas production since
the Sovicts bty very little from the US. The USSR gas
indusiry, however, is greatly dependent on other
‘Western countrics for large-diameter pipe, compres-
sors, and valves. A short-term embargo by the entire
West wouid probably begin to take cffect within the
'year, depending on Soviet ¢ juipment inventori. < But
‘the USSR probably could recover rather quickly from
a short-term cut-off by accelerating its purchase of
‘such cquipment once the embarge were lifted.

A longer term embargo could have a major impi.ct on
;Sovict oil production in the late 1980s only if sustaincd
‘for mauy yecars with some cooperation from our allies.
‘Although US firms dominate the world market for
_petraleum exploration and production cquipment, their
.position could be seriously croded in two or three years
;a8 other Western supplicrs enter the market. If,
“however, a US long-term embargo were to be at lcast
“partially suppo.ted by other Western countries, Soviet
10il production probably would decline more rapidly
' than we now expect, greatly reducing the chances that
. the fal! could be slowed or stemmed in the late 1980s
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and beyond. Moreovcr. the fack of Wmtcrn equipment,
; tcchnolozy. and expertise for 2tod ycars would have a
. 'greater impact in the latter half of the:1980s as
{ Western assistance is vitally needed for decp onshoro

il

and offshore cxplorationﬂan;(lilpr?duc;:tifj)n. |:| |
Thc cffoct of a long-term embargo of Wcstcrn gas
equlpmcnt would be severe and could cut the yearly
growth in gas production during 1981-85 in half- - .
from 7 percent to 3.5 percent, or about 250,000 b/d of
onl equivalent. The impact of such a decline would be
magmf ed because Mosoow is counting on rapid
-growth in gas production to of"sct stagnating oil :

.and coal output. A long-term cutoff would accelerate
progrcss within CEMA to develop gas pipeline |
cquxpmcnt comparable to that currently purchased |

abroad—-—an uncertain ros t at bcst
abroad: prospectatbest] |

. f; o i
‘I . N : . : 1
{ i

1 i
Steel and Steel Products :
Thc Umtcd States does not now and will not sell steel
to the USSR. A Western embargo. however, would
have serious consequences for the USSR. Sovict steel
lmpo'ts during 1975-78 averaged over $2 billion per -
year and apparently were substantially higher in 1979.
Imports were split roughly equally between (a) large-
diameter steel pipe for gas and oil pipelines and (b) a
wide range of other specialty steel products. D '

Pipe imports support the USSR's ambitious pipeline :
construction program, especially for natural gas
trnmmission The amount of domestic pipe production
'1s uncertain, but the estimated 2 million tons imported
f rom the West in 1979 probably accounted for about
thrcc-fourths of the USSN s large-dnamctcr plpc

s I S A

Wcst Germany has lcag bccn Moscow's anor _
'source of large-diameter pipe, and West Germany's

' Mannesmann has built a pipe plant dedicated mostly
“to the Soviet market. In recent years Japanese cxports
“have risen sharply; in 1979 West Germany and Japan
f‘spht 75 percent of the Soviet pipe market, ltaly and

. France supplied most of the remaining portion. Sovict
‘pipe purchases until the mid-1970s mainly were tied to
_gas deliveries to Western Europe under gas-for-pipe
deals, while purchases since 1975 have beea straight
commercial transactions under long-term credits. 1*_‘-|

; s

Impact of a Pipe Embargo

A multilateral short-term embargo introduced in 1980
by the USSR's pipe suppliers would delay the pipcline
construction program only marginally. We do not
know how much pipe the Sovicts have stockpiled, but
an inventory of several months scems likely. A longer
multilateral denial of large-diameter pipe could have a
disastrous impact on Soviet pipcline construction and,
in turn, gas production. As noted carlicr, a total
embargo would halve ths rate of increare in gas
production.

Effect of an Embargo on Nontubular Steel
Imports of nontubular .teel products grew steadily
during the 1970s to a level of more than 2 million tons
annually as the Soviet steel industry began to expand
more slowly. Production in 1979 actually fe!l for the
first time since World War 11, Jeading to a substantial
jump in steel imports. Although nontubular stecl
imports represent less than three percent of rolled stecl
output, the substantial amount of hard currency spent -
for steel imports testifies to their iinportance.

An embargo by the USSR's steel supplicrs—West
Germany, Japan, Belgium, and France—could havc a
major impact on the USSR. Steel imports are required
to overcome current production shortfa'ls and are
probably nceded soon. In the long run the cffect of a
multilateral embargo would be even more serious.
Moscow's dependence on the West for a key share of
its steel supply will probably continue or even increase.
The embargo wculd reduce supplics of an essential
input to a wide range of Soviet industrics.

Metallurgical Equipment and Technology

A short-term smbargo of metallurgical technclogy for
both the steel and aluminum industrics would have
little impact if imposcd only hy the United States
because similar technology is available from other
Western countrics. Some sacrifice would be involved
for the Sovicets because soine US technology has
certain technical advaatages and because of the
convenicnce of relying on a leading supplicr.

Secptet
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; .Thc two most prominent and nmmcdtat'- dcals in 'olv-

ing thc Umtcd States are the Armco contrac. for
b uldmg a facility at Novolipetsk to producc 480,000
tans of electrical steel and the Alcoa: ncgotlauons to
cé)nslruca a 400,000 ton per-year aluminum smeltcr in
Slbcria. The Sovicts would turn to Armco's French:
cdmpcmnr or perhaps to Armco's lapanese partncr if
Armco dropped out. Alcoa has already canceled
ncgotmuonq with the Soviets; the latter will probnbly
opt for French technology if France docs not pdruci
élc in thc cmbargo. ' ! | o
P D % t

Al short term embargo of mctallurglcal cqmpmcnt .md

j tcchnomgy by the entire West would more seriously
f u[ fect the Soviet steel industry. The embargd would sct
bm.k schcdule% not anly for the Novolipetsk project but

nlqo for a number of other projects dcsigncd to produce
thc quality steels needed in growing ‘amounts and to
rqducc Soviet dependence on imports. The slowdown in
stccl industry growth in recent years has exacerbated

: thc problem of import dependence. (As mentioned |
~ earlicr, the Sovicts arc now spending over $2 billion
’ ahnually for Western steel and slccl producu'. ) D

A mrt.cularly serious blow would bc suffcred by the
L‘SSR if Wast Germany were to back out of contracts
fdr the project at the Kursk intcgrated steel plant
based on direct reduction technology. The USSR i is
c6untmg on the Kursk plant as a major new source of
hfgh quality steel including bearing, spring, alloy, and
structural steel gracdes. An embargo: ‘would also entail
s cnhcc for the West German ﬁrms. which have !
0 rcady incurred substantial «. xpcnscs in cqulpmcnt
unuccturc{‘_“| it : i
0 I 1 :. . 's
A Iongcr term US-only embargo would increase Sovict
reliance on alternative supplicrs and probably cllml-
nhm us participation in technology. and equipment
tqamnctiom whilc having little effect on the Soviet
cconomy A longcr term Western cmbnrgo would
d:srupt the on-going Sovict program to use Western

téchnology tc modernize the Soviet stecl mdustry and '

ndnpt it to the changing nceds of the cconomy.
Without Western cquipment and technology, the
chrrcm state of dependence on imports of steel wou'
bie prolongcd wcll into the |980..|:|

!

|

The consequences of a Western embargo of technology
for the aluminum industry would be far less serious.
The USSR already ranks as a Icading world exporter
of aluminum. Western participation in a new Siberian
smelter is linked to increased caports, particularly to
Western markets under compensation arrangements.
The Soviets would accept slower growii in the
aluminum industry because domestic consumers would
not be hurt. In any cvent, the USSR would have little
difficulty in expanding domestic smelting capacity as
the nced developed. Bv doing without Western technol-
ogy. however, the Sovicts would forgo some automa-
tion. Faced with manpower shortages in the metallar-
gical industries and elscwhere, they have been
particularly attracted by Alcoa's highly automated

technology. |:|

Computers, Communications Equipment,
and Motor Vehicle Production Technology

Computers

A US-only short-term embargo of computer cquip-
ment would cause the USSR some inconvenicnce. For
cxample, thc USSP, wants additional computer cquip-
ment from CDC to cxpand the scismic processing
capabilitics of an cxisting CDC computer at
Narofominsk (CYBER-73) by 50 percent. Denial of
this equipment will inhibit Sovict ability to prozess
petrolcum exploration data. In the longer run US
dcenials would have little effect since most kinds of
computer cquipment can be acquired from other
COCOM countrics. D

An embargo by the entire West could have a substan-
tial impact. For example, thc USSR urgently nceds
help in the development of software, ard a US firm,
Applicd Data Rescarch, has been licensed to providz
the USSR with software packages that can be used to
develop other softwace. [n addition, computer spare
parts arc needed to maintain US computers ¢." the
Kama Truck Plant. Without these parts, production at
the Kama foundry could be expected to slew down
progressively, Similarly the USSR has many large
Western computer systems in place, and lack of spares
would disrupt a number of civilian applications. |:|

i
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Fmally, the USSR has bcen buymg Wcstern :
- minicomputers in fairly large numbers for scveral -

' are certain to continue forimany ycars. possibly in.

. increasing vo'ume. Joint Wcstern demal of such

. systems would affect R&D progress in many areas
untll domcsuc productlon plcks up thc slacD .

, !
" C . . ,";'
) v “l( IR TR I

| Commumcatwns Equipment - | ! <
i A unilateral embargo of communications cqulpment

| . by the United States would have little effect. The
i Umtcd States is not a major suppher tothc USSR, and
, cqulpmcnt of interest to the USSR is available from

' other COCOM ard non-COCOM countries. The
'/ USSR does import selectively from the West, both to
- improve its technology and to complete specific. |

. projects. For example, France recently contracted to

| provide the USSR with a multimillion dollar commu-
. nications technology package that includes digital

' telephone switching systems and their production

; technology With French and other Western
coop"ranon in the embargo, much of this and other
A. communice‘ions technology could be'prevented from
- reaching the USSR. A short-term embargo would have
:| little effect, since by their nature significant improve-
;w ments in teleccommunications require'a long time to

i implcmcnt. A long-term embargo would dclay but not
il prcvcnt the modernization and cxpamlon ‘of Soviet

nica . i -
' communications |:| 3’ ; 1

} i
Moror Velucle Production. chhnology ' :
\, Most automotive producuon technology is available
from other Western countrics, although in a few

! spccnahzcd instances the USSR prefers US machinery.

- For cxample, the United Statcs has contracted to

' provide a second engine asscmbly lin¢ at the Kama

. Truck Plant. With a US-only embargo, the planned

" expansion of dicsel engine production would be delayed

for the next several years and interrupt a program to

- which the Soviets have attachcd a high priority. Witha
i, Western embargo the delay would be even longer and
. more costly since the Soviets would have lo allocate

: thcnr own resources to the cffort I:I

]
[
1 ]
4
\
l

i

~ years (546 during 1972-78) Many of them are used in’
mdustnal R&Dand’ procws cor.t 0, Such purchascs _

Credit

A unilateral cutoff of credit by the United States
would have a negligible cconomic impact on the
USSR. A bar. on US lending would apply only to us
commercial banks because the US ExImbank has becn
prevented from extending credits to the USSR since
1974. US banks are not important lenders to the Soviet

". Union. As of September 1979, US banks and their

foreign branches had only about $900 million in loans
outstanding to the Soviets, rougkly 5 percent of the

"~ USSR’s total external debt. Furthermore, Soviet use of

US bank credits has declined by 30 percent over the
past year. Foreign branchcs of UL banks account for

" more than half ¢f US tank Icnding to the Soviet Union.

(]

Western governments have provided the USSR with
$16.1 billion of officially supported credits including
those amounts cornmitted to signed but as yct
uncompleted contracts (sec table 3). An additional
$6.9 billion has been offered for futire orders. Moscow
has borrowed an additional $12.8 billion from private
sources. Nonctheless, a cutoff in all Western lending
would not secm to posc severe problems to the Sovicts
in the short run. A withdrawal of credit offz=rs by
Western governments would have practically no im-
pact on Sovict imports since these credits have not been
committed to signed cont.acts. Even a revocation of
guarantees committed to signed contracts would not
scriously threcaten Moscow. The Sovicts could forgo
some planned imports of machinery and cquipment in
the short run since they have a backlog of already
imported machinery and equipment awaiting installa-
tion. The USSR could finance priority imports by new
commercial borrowings. More likely the USSR would
draw down deposits in Western banks and/or step up
gold sales. In fact, Moscow could channel much of its
reserves and revenucs from current gold sales pre-
viously earmarked for grain purchases to mecting
other import nceds. A frceze on Sovict asscts in the
West would probably present Moscow with the great-
est problems in financing its trade in the short term
since it would undermine its casl. position. Iil
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. By Commercil Govcmment otal
R Banks Guarantees? Exposure
Total . 12.8 161 | 289 |
Utited. 28 1.2 i 40,
ngdom N P
P West ol L6 39 il 55
Germany i : Niooo
France ;! 2.2 43 5.5
laly | 0.9 24 . i 331
Japan | ! 0.4 2.7 i 1!
Switzcrland 0.8 02 1.0
“Adstria_ | 0.3 05 | 08
United States 04 04 08 |
Belgium- 1.0 01 1T I
Luxembourg i Eeo
Otheri: | 24° 04°* - 28

' The estimates of courtry financial exposure to the USSR differ
fram gur estimates of Sovict external debt at yearend 1978(8:7.2
billion, of which $10.3 hillion is owed to private lenders nnd $€. 9
billion to official lenders) for the follo ¥ing reasons:

(a) Commercial bank lending statistius include loans to CEMA s
lntcrnatlonnl Investment HBank (IIB) and lntcmauonal Bank for
Economic Cooperation (IBEC). '

(b) Government-guaranteed totals include both drawn credlu and
undrawn commiiments on signed contracts. ' | -

1 Hstirated from statistics reported by the Berne Umon. whlch
indiude both credit principal and future interest payments. We
dchapilnhzed these data by assuming average credit terms of 8-year
maturily and a 7.2 percent interest rate. .

' Olher,

Bahamas, Cayman Islands, Panama, Hong Kong, and Singapore.
¢ Other government-backed lending includes cormumnitments from

Canada, Denmark, Finland the Netherlands, Nomy. Spaln. and
chde’n oo . :}g

i .
i

o SR co
A»loﬁg-tcrm .- dit embargo would cause serious
difficulties f¢ - t..e USSR. Moscow plans to finance a
mhjor share of machinery and equipment imports in
thy 19804 with official long-terin credits, It is now or
sobn w:ll be holding negotiations with m sjor Wcstcrn
g vcrnmcnn on multiyear credit lmcs. f__“| P

‘ < | ; . ! ; | .
Alrcfusal by Western governments to extend new
credit'would not only deny Moscow access to long-term
cridits at favorable rates but also would favea: |
detrimental impact on commercial bank lending.

Mosrow ror its part, would prob'xbly be rcluctnnt to
t

% ' ‘

nk lending includes claims of banlis in Clnada. Sweden. .
the Netherlands, Ircland, and offshore branches of US bunks in the N ’ _
. ‘Soviet public the abscnce of several Western partici-

. pants. In any event, a scaled-down version of the
. Games would be held, with “friends and allies,”
 nonaligned, and at least some developed countrics

~ participating. 1:|

incur a large increase in its commercial debt given the |
less favorable terms available from Western commer-

cial barks. l:’

An extended credit boycott would hit the Soviet
economy hard. Lacking Western credits, Moscow
would be unable 10 acquire Western resources in excess
of its own carnings from exports, services, and gold
sales. In particular, the USSR would be unable to use
Western credits to cushion the impact of what is
expected to be a rapid falloff in carnings from oil
exports in the early 1980s.[ ] '

Boycotting the Moscow Gamcs

US refusal to participate in the Moscow Olympics as a
matter of principle would be a major cmbarrassu.ent to
the Soviet lcadership. The cmbarrassment would be
greatly compounded should othcr countries fullow the
US lcad. Without US participation, the Games would.
lose much of their importance and edge. Moscow
wanted the Games in large part for political reasons
and would find—with a US boycott—that its actions
in Afghanistan had cost it at least some of the prestige
and propaganda opportunitics it had hoped to obtain.

E
¢ Soviets would blame the United States for
politicizing the Games and attempt to explain away

US abscnce as part of an ongoing bilateral disagree-
ment. Moscow would find it difficult to explain to the

the

Itis too carly to tell whether West Europcans will join

a boycott of the Moscow Olympics. France and West
Germany have said they will not but in recent

~ consultations West Germany has left the possibility

open. Many governments point out that they cannot
entirely control their Olympic committecs, but the
Netherlands has reminded its allics that pressure can
be brought to bear (the Netherlands, among others,
boycotted the 1956 Olympics after the Hungarian
revolution). Confidence in a US beycott would prob-
ably increase the likelihood of Western support.[ |

[]

8
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At All Olympnc Games havc importam polmcal implica-

1] tions, particularly for the host. This is especially true
i for the Sovict Union, which views its sponsorshlp of the

|| Gamesasa sngmficant boos' toits prestlgc and cven

; Icgmmacy in the cyes of othez countries. Domestically, |

H mass sport has been an important tool of mobilization

since the 1920s, and finally holding the Olympi.s on
' Soviet soil will focus international attention on the
USSR and generat« pride in a populace sensitive to the
meaning of politicai spert. Thus, a boycott could prove
extremely troubling to the leadership and possibly:
could result in a popular ocroepuon that the muntry
had been humiliated by thc rcglmc 8 acuons in |

Afghamstan D B [; . ’ i , ;

; Inside the USSR. a boycolt oéuld by itself, hearten
some dissidents. But the domeéstic policies that mnght

| be adopted by a regime determined to settle. thc

Afghan crisis mi'itarily would probably worsen the

| position of the dis* . stsand the general public alike.

" Internationally, a . __ cott would keep the Afghan issue

. alive and force the Soviets to face a continuing barrage

| of criticism frcm some sections of the international

1 { | community. The Soviets, however, would alozo be able

' to play the role of an aggricved party before a partially
‘ sympatnctlc international audience and would try to
: use international disagreements over the boycott to
' exacerbate tensions between thc United States and
othcr nations, mcludmg somc ciosc Uq alhes D
‘ i |

, Wc believe the cconomic impact on thc USSR ofan

' Olympic boycott would be small. In support of its bid

! i to host the 1980 Games the So\vnct Union has been

!
i
‘ i
I
!

engagcd in a massive $3 bnlllon building and renova-

. tion cffort involving 99 spcrts .and tourist construction
pro;ccts This ambitious program has been under way

, 'ata time when the country alrcady faces a serious’

’ construcuon backlog and has bccn kept unt (rack only
by importing construction teams from c(h «reas of

| thc country and overseas and by curtmhng non-

b : !
.1 Pl

i

}e(l

C

Olympic building in Moscow. The USSR also is
. training as many as 150,000 workers to cater to the

influx of tourists expected for the Games, including

| 200,000 forcign visitors. Noretheless, Soviet official:
.will claim, with some justification, that these prepara-
‘tions will not have been wasted if the Olympics are not

held. Moscow needs public buildings and facilities,
more housing, and better tourist accommodatios in

‘any case. From the beginning, the Soviets have
attempted to hold down superfluous spending by not

bu.di.ig facilities that could only be used for the 1980

show. |:|

_In the main, losses from a Western boycott of the-
.Games would be limited to a reduction in the roughly

$250 million in anticipated hard currrency revenues,
largely from Westcrn broadzasts rights and from
tourism. Receipts from the United States could total
$100 - $125 million, and another $100 million could
come from West Eucopcan and Japanese travelers. A
major portion of this income (perhaps as much as two-
third-) is in hand, however, and the Soviets in the event
of a boycott would balk at refunding any cash alrcady
reccived. Most of the $74 million duc for US broadcast
sights, for example, has been paid. (NBC's contract
with the USSR contains a “force majeurc” clause that
might apply if the Games were boycotted. Morcover,
NBC has reportedly covered most of its out-of-pocket
expenses in the event the Games do not take place with
a political risk insurance policy with Loyds of London.)
Morcover, Westerners wishing to attend the Games
apparently were required to prepay Olympic tour fees
by the end of 1979. For ecxample, all Amcricans
traveling to Moscow were required to sign up for a
minimum $1,500 tour package, including air fare.
Barring an outright cancellation of the Games, Mos-

"cow would argue that foreign visitors are welcome

regardless of individual country participation. .

L]
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i .- OECD Exports to the USSR
I‘able A-1 i T Million US §
|
’l‘otal OECD Exports to the' UssR A
‘ ST
f!i i REE N L |
h : 1970 | 1971 ' 1972 1973 1974 1976 1977 1978

" Repurter

Total OECD
L

k8 9]

8,701

A

12,383

13,608

13,458

15111

Major exporters

West Germany

422! |

461

712

1,183 -

1,856

2.824

2,685

2,789

3141

Japan

. 3410

378

485

1 1,102

1.624

2252

1,934

2,502

United States

162

547

1,190

609

1,837

2,308

1,628

. France

273

256

340

574

656

1.147

1496

1,453

2252 _

" Finland

. 283

254

364

437

763

1,130

1,282

1,491

1528

308

295

269

351

618

1,020

981

1,228

1,133

" United Kingdom

234

206

216

230

257

459

432

- 607

812

Canada

98

125

286

30

402

54}

338

478

| I Australia :

70

69

99

242

239

352

484

333

NA

Austria

70

94

92

189

216

237

279

3n

T
1
1

82

Table A-2

OECD Exports of Agricultunl Products to the USSR

Million US §

! o Py
1 1970 | - 1971 1972 1973 1974 1975 1976 1977 1978
| Repriter ol :

-~

Toul OECD

19 |

247

i

917

1,568

696

2,063

2.642

1,885

M-jor exporters

Umtcd States

425

916

288

Cannda

269

288

350

LI31 1484

an

_ 4037

2

/\ustrnlna l 21 4 Sl 62 63 20 290 147 N
" France é 9 1 'y 63 132 92 R 141 127
. Netherlands « 10 10 1 2 27 29 34 66
. Greece 22 14 24 28 48 57 58 65
: Finland | 17 19 37 32 59 46 54 53
' Dznmark 13 4 2 9 s L. SR 2 A S
| 'ii West Germany R S B SN W% 1S
i s f 2

¢
t

1

Spain

14
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% 13‘!'0 A-s ‘ .1 E?’% | Million US $
! Sl ' oy :

| GECD Exports ol'Com to the USSR | || |

o "o i

H l | ;" . i 1 . '

. ’ i . N Lot i

R ...._.L“L_L._L‘. : . i : ; " et et o e et e
v Ll mo Tle7L 1972 . 1973 19741975 1976 1977 1978

'\ Reporter ! Sl '

Toulosco 15 167 239 141 424 1,107 407 1,074

' P !

}I Majouxpoﬂm b .

| United States 0.: 12 | 167 239 141 424 1078 397 1,056

|| France | 1 3 .0 0 0 0 0 10 0
i TR |

Al SE Lo

I ;

¥ ’l‘able A-4 b Miliion US §
¥ ozco Exports of Wheat to the USSR o

:% . '4 ! : ; ] :

: 1“ T 1976 "']9‘1'1"'-”?16”'/5 ey T Tiera Tvers T Tiste 1971 1978

; Reporter | i L ~
. Total OECD 83 126 450 857 160 1,130 710 740 608

! b ; i Ve ’ . | l :

E

|

}
Major exgoriers

United States

!
159

553

124

667

250 427 356

b

Canada

83 1o

i 241

218

276

318 263 252

Alstralia |

P 3

39

23

186

. 142 49 NA

" Sweden |

0

Finland '

1

Qoo
o
(=4

Ftanée X

QIO QIO
(-]

16

17

QIO | &

. Table A-S

Million US $

1976 1977 1978

128 162 217

I - o

QECD exports o Soybeans to tberU.S.S.R. e
. R

. i ‘ 5 i970 . I§7I ‘ 1972 . 19713 1974 1975
Reporter S : ; j ) )
T pEe ik o 0o 2 e o0 3
Major exporters ! _

; $2 67 0 3

Unitéd States

123 159 216

Netherlands

el
o

o

o

West Germany

Jd
o

This table is Unclassified.
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i Table A-6 ‘ Million US §
] ' |
P OECD Exports of Mtnufactures to lhe USSR ‘
’ i h ke |
L T g0 ieni 1972 1973 1974 1978 1916 1977 1978
" || Reporter ! o {?‘- b : . L B .
|| TotalOECD . =~ . i 2.192 2186 2740 2782 6240 9828 10373 10981 1218
Major exporters ’ Lo P : :
West Germany C Ul 413 . 483 699 1,131 1,804 2776 2621 _ 2,726 3,065
|| Japan | : Sl 3280 366 492 468 - 1,047 1556 21S1 1862 2427
|| Finland | 243 208 295 368 650 998 1161 ‘ 1371 1411
{|" France | iy 257 243 270 427 543 1,033 959 1,351 1,392
ltaly ot 292 281 256 345 599 983 959 1,201 1,072
United States S 83. 118 103 267 294 672 796 551 471
United Kingdom 201 184 197 210 230 431 397 543 649
Austria e 79 67 91 91 187 211 237 279 3T
Belgium/Luxembonrg o 50 6! 80 176 348 328 252 238 Ji4
! Switzerland 50" - 47 69 96 141 179 200 234 24}
a
i
P
P :
| f‘; Table AT : ; Million US §
i Moo l
.| OECD Exports of Steel to the USSR
pibo g
o - o
S TTTTie0 ] 1971 1972 1973 13741975 1976 1977 1978
| 11 Reporter I SR
! Total OCED S0t 293 1 des 487 968 1968 2,522 2768 2243 2820
. L P ' .
1 Malor exporters _ o
!' West Germany : 144 | 187 208 411 744 1,023 744 746 1,012
'\ Japan ) 4 . 69 87 137 484 548 1,062 550 726
 Raly ! 4 0 30 94 239 384 407 340 3
- France : 4 1 37 18 123 209 197 248 251
Bclglum/Luxcmbourg f 10 | . 24 44 119 245 218 164 155 193
) Ausria i 18 16 23 28 55 50 58 70 87
v Unucd Kin‘dom | 4 9 17 17 25 40 25 42 56
~ . Spain : 0 s 24 10 3 4 45 0 84
© . United States 5* 5. 2. 0 14 8 SIS | S | S
| Sweden . 10 8 9 16 17 24 2 16 37
B o
Pl 3y P
b !
Y '
o 1
i ; .
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